
,ft

- 30-

C. "MARKET SHARE" STATISTICS CITED BY PETITIONERS ARE LIKELY TO
BE UNRELIABLE INDICATORS OF COMPETITIVE CONDITIONS

71. Petitioners present estimates of "market shares" calculated by Boardwatch

magazine to support their claim that the proposed transaction will result in a significant increase

in concentration. As discussed above, petitioners provide no evidence that shares calculated in

this way, and changes in such shares, have any relationship to competitive conditions. Even a

cursory review of these market share data, however, indicate that it is very unlikely that they are

reliable indicators of concentration and competitive conditions in the industry, especially in light

of the large scale and on-going entry.

72. Boardwatch's "market shares" for Internet backbone providers are based on

connections reported by ISPs only. This measure indicates that MCI WorldCom (including

UUNet, InternetMCl, ANS and Compuserve) will account for roughly 55 percent of such

connections. The Boardwatch measure, however, is likely to be quite inaccurate. The

methodology used by Boardwatch is not disclosed and there appears to be double counting of

ISPs that are connected to more than one backbone. Moreover, "market share" data are

unlikely to be a reliable indicator of competitive conditions in the provision of Internet backbone

services. First, and foremost, such calculations fail to reflect the rapid entry and expansion in

the provision of such services. Second, the number of ISP connections has no necessary rela-

tionship to the availability of network capacity or the ability of backbone suppliers to expand the

provision of services and constrain price.

73. More narrowly, these calculations are based on ISP connections alone and do

not incorporate information on non-ISP customers, such as direct customer connections to

backbone providers. Thus, the Boardwatch data indicate that IBM (which principally markets

Internet access directly to corporate customers) has a "market share" of only 0.29 percent.
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PSINet, a significant backbone provider which typically serves subscribers through resellers

which handle customer service, billing and marketing, is reported to have a market share of 0.7

percent.62 The Boardwatch measure undoubtedly understates the competitive impact of these

firms.

D. THERE IS NO BASIS FOR CONCERNS THAT PEERING ARRANGEMENTS
CAN BE USED TO HARM COMPETITION

74. Petitioners have suggested that peering arrangements can be used by MCI

WorldCom to disadvantage its rival providers of Internet backbone services. There appears to

be no economic basis for these concerns.

75. For reasons described above, it is unlikely that attempts by MCI WorldCom or

others to disadvantage rivals through the use of peering arrangements could succeed due to:

(i) the availability of many alternative providers of Internet backbone services; and (ii) the ability

of ISPs to integrate into the provision of backbone services. The availability of such services is

facilitated by the recent rapid entry of new firms and expansion of fiber optic capacity.

76. Petitioners' claims also appear to reflect a general misunderstanding of the

economic function of peering. 63 Under such arrangements, two network providers agree not to

price traffic they interexchange. Such arrangements are economically sensible only under

circumstances in which peering partners provide to each other functions that are roughly

comparable in value. In general, interconnection between networks may be priced. In such

networks, interconnection fees provide a device for monitoring the value that the two networks

provide to each other. Therefore, their existence cannot be interpreted as a reflection of market

power.

62. Boardwatch Quarterly Directory, Fall 1997, p. 187.

63. We understand that this institutional arrangement developed as matter of convenience
when Internet services were provided by non-profit organizations.
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77. If two networks do not provide to each other functions that are roughly

comparable in value, the use of peering arrangements may result in economic inefficiency. In

such cases, the network that provides the more highly valued functions will not face the

appropriate incentive to make investments in network capacity and neither will the network that

receives the more highly valued functions.

v. CONCLUSIONS

78. This declaration evaluates competitive conditions in the provision of local ex-

change service, long distance services and Internet services and assesses the likelihood that

the proposed transaction will adversely affect competition in the provision of these services.

The evidence we have analyzed to date convinces us that the provision of local, long distance

and Internet services today is marked by extensive entry, capacity growth and technological

change.

79. These circumstances make it highly unlikely that the proposed transaction will

adversely affect competition. Available evidence instead suggests that the proposed transac

tion will accelerate entry of CLECs, including both MCI WorldCom and others, into the provision

of local services. Given the enormous size of this market and the high margins earned by

incumbent suppliers, the transaction holds the promise of yielding very significant gains to

consumers. There are also likely to be significant efficiencies in the provision of other services

based on evaluations by WorldCom and industry analysts.

80. We also find significant shortcomings in the competitive analysis presented by

petitioners. Among others, these include petitioners' failure to provide evidence supporting their

claims that the transaction will result in harm to competition and their failure to address the

effect on competition of the rapid changes now taking place in the telecommunications industry.
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, DC 20554

In the Matter of

Applications of WorldCom, Inc., for
Transfers of Control of MCl
Communications Corporation CC Docket No. 97-211

DECLARATION OF ROBERT E. HALL

I. Introduction

1. I have been asked to prepare an economic analysis of the effects in the long-distance
market of the proposed merger between WorldCom and MCl. My analysis is carried out
within the framework of modern antitrust economics. That analysis looks to the interests of
the consumer. A desirable merger will deliver superior products to the consumer at lower
prices, compared to the situation in the market without the merger. An undesirable merger
will reduce competition, resulting in inferior products and higher prices.

2. Merger analysis looks to market shares and to the effect of the merger on concentration,
but these are intermediate steps and are useful to the extent that they help assess the effect
of the merger on prices and innovation. The Merger Guidelines of the U.S. Department of
Justice and Federal Trade Commission use market shares as a preliminary screening device.
If a merger-such as the one proposed between WorldCom and MCl-has an immediate
effect on market shares above the threshold, then the analysis proceeds to the next step, a
full analysis of the effect of the merger from the consumer's perspective.
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II. Relevant Markets for the Merger Analysis

3. The provision of long-distance services to users involves two vertically related markets.
First is the upstream market for long-distance transmission capacity. With few exceptions,
long-distance calls are carried over fiber-optic cables. Hence the upstream market is the
market for long-haul fiber capacity. This market also serves other forms of communication,
such as the Internet and corporate and government data networks.

4. Suppliers of long-distance services use long-haul capacity together with many other inputs
to produce their services. Switching is a second important input, supplied in another
upstream market. Local access is yet another input. still provided for the great majority of
customers by the historical local phone company. Some sellers are vertically integrated in
long-haul transmission, switching, and long distance, notably AT&T, MCl, Sprint, and
WorldCom. Many other firms participate in one market or the other, and are either suppliers
to or buyers from the active market in long-haul fiber capacity.

5. Purchasers of services in the long-haul fiber market include end users such as businesses
and units of government, together with purchasers who use transmission capacity as an
intermediate product-an input to long-distance service. The second group includes those
who have their own switches and the switchless resellers of the services of other long
distance carriers.

6. As I will discuss later in this declaration, the customers for long-distance service fall into
groups. It is useful to distinguish large, medium, and small business users, higher-volume
residential users, and lower-volume residential users. In my opinion, these distinctions
among types of customers do not create separate relevant markets for antitrust analysis,
however. The boundaries of the relevant market are determined, in part, by substitution on
the supply side. Because long-distance carriers who are currently active only in the business
market are nonetheless capable of moving into the residential market, should higher prices in
that market make the move attractive. the relevant market comprises both business and
residential service. Moreover, because many business long-distance calls are made from
home, the distinction between residential and business is blurred to begin with.
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